OMB N| ‘

02003798

er response . 1 2.00 |

Q!ﬁﬁ 0 1 2002 ) “SEC FILE NUMBER

Ve 26486

- FACING PAGE \\Secu / -
Information Required of Brokers and Dealers Pursuant to Section 17 of the 3/ é/é =
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

1
REPORT FOR THE PERIOD BEGINNING _ L/ 1/0! AND ENDING _-2/31/0

MM/DR/YY MM/DDAYY

A. REGISTRANT IDENTIFICATION
NAME OF BROKER-DEALER: PFS Distributors, Imc.

OFFICIAL USE ONLY
019253
FIRM D. NO.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)
3120 Breckinridge Blvd.
(No. and Streeq)
Duluth, GA 30099
(Stase) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Sharon K. Grubenhoff 770-564~-6201
(Arca Code — Tekephone No.)

B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

KPMG, LLP

(Name — if individus!, nate last, first, middie name}

303 Peachtree Street, N. E.; Suite 2000: Atlanta, GA 30308 )
(Addres) (Cry) (State) Zip Code)

CHECK ONE:

& Certified Public Accountant QCESSEE

T Public Accountant

0O Accountant not resident in United States or any of its possessions, ‘ M AR 20 2002
FOR OFFICIAL USE ONLY A
JRJiVioVi
FINANCIA

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).

N Plotential pecsons who are 1o respoed to the collection of information
SEC 1410 (3 91) contained in this form are pot required to respond unlesc che form displags

& currently valid (YR comtro! mumber.




OATH OR AFFIRMATION

I, Sharon K. Grubenhoff swear (or affirm) that, to the
best of my knowledge and belief the accompanying finandal statement and supporting schedules pertaining to the firm of

PFS Distributors, Inc.

as of

December 31 ...2001 are true and correct. 1 further swear (or affirm) that neither the company

nor any partner, proprietor, principar officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

LAURA LN
Noztary Public. Gy,

Vice President

Tk

(Oum, Cinn Qlexande v

Nozary Public

This report®* contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
{c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition. .
{e¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
(f) Statement of Changes in LiabiliGes Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Ioformation Relating to the Possession or control Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15c¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.
(1) An QOath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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ssLor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




PFS DISTRIBUTORS, INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Statement of Financial Condition
December 31, 2001

(With Independent Auditors’ Report Thereon)
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303 Peachtree Street, N.E.
Suite 2000
Atlanta, GA 30308

Independent Auditors’ Report

The Board of Directors
PFS Distributors, Inc.:

We have audited the accompanying statement of financial condition of PFS Distributors, Inc. (a wholly owned
subsidiary of Primerica Finance Corporation) as of December 31, 2001. This financial statement is the
responsibility of the Company’s management. Our responsibility is to express an opinion on this financial
statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of material misstatement. An audit of a statement of financial
condition includes examining, on a test basis, evidence supporting the amounts and disclosures in that statement
of financial condition. An audit of a statement of financial condition also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material respects, the
financial position of PFS Distributors, Inc. as of December 31, 2001 in conformity with accounting principles
generally accepted in the United States of America.

KPmes LP

Atlanta, Georgia
February 15, 2002

..I. KPMG LLP KPMG LLR a U.S. Imited liability partnership, is
a member of KPMG International, a Swiss association.




PFS DISTRIBUTORS, INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Statement of Financial Condition

December 31, 2001

Assets

Securities owned, at fair value (note 2)

Accounts receivable

Receivable from affiliates (note 6)

Receivables from agents of affiliate (note 6)

Distribution costs receivable

Furniture and equipment at cost, less accumulated
depreciation of $187,678

Other assets

Total assets
Liabilities and Stockholder’s Equity

Accounts payable — affiliate (note 6)
Deferred income taxes (note 3)
Federal and state income taxes payable
Accrued expenses

Total liabilities

Stockholder’s equity (note 4):
Common stock of $.10 par value. Authorized 1,000,000
shares; issued and outstanding 105,000 shares
Additional paid-in capital
Retained earnings

Total stockholder’s equity

Contingencies (note 7)

Total liabilities and stockholder’s equity

See accompanying notes to statement of financial condition.

&5

54,630,141
94,693
2,237,642
1,463,587
73,503,879

7,307
161,320

132,098,569

5,075,565
19,401,136
5,001,812
3,782,699

33,261,212

10,500
55,174,827
43,652,030

98,837,357

132,098,569
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PFS DISTRIBUTORS, INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2001

Summary of Significant Accounting Policies

(a)

(b)

(c)

(d)

(e)

General Information

PFS Distributors, Inc. (the Company) is a wholly owned subsidiary of Primerica Financial
Corporation, a wholly owned indirect subsidiary of Citigroup Inc. (the Parent). The Company is a
registered broker-dealer in securities under the Securities Exchange Act of 1934,

The Company is the exclusive underwriter for the Salomon Smith Barney Investment Funds sold by
PFS Investments Inc. (PFSI), an indirect wholly owned subsidiary of Citigroup Inc. Under this
arrangement, the Company receives underwriter concessions and 12b-1 distribution fees. The
Company is responsible for certain marketing expenses for the Salomon Smith Barney Investment
Funds sold by PFSI, including the printing of prospectuses and brochures.

Securities

Securities transactions are recorded on a trade date basis. Such securities primarily consist of
commercial paper with a maturity of three months or less and are carried at cost, which approximates
fair value.

Cash Equivalents

The Company considers all highly liquid investments purchased with a maturity of three months or
less to be cash equivalents. Cash equivalents at December 31, 2001 include commercial paper
totaling $54,533,241.

Depreciation

Depreciation of furniture and equipment is recorded over five years using the straight-line method.

Income Taxes

The Company accounts for income taxes using the asset and liability method prescribed by
Statement of Financial Accounting Standards (SFAS) No. 109. Under the asset and liability method
of SFAS No. 109, deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. Under SFAS No. 109, the effect on deferred tax
assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date.

The Company’s income or loss is included in the consolidated income tax returns of the Parent. The
Parent allocates to the Company appropriate tax expense which is derived from inclusion of the
Company’s earnings in such consolidated income tax returns.

(Continued)
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PFS DISTRIBUTORS, INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2001

Receivables from Agents

The Company advances commissions to individual agents on certain sales. Such advances are
reduced as commissions are earned.

Distribution Costs Receivable

Distribution costs receivable represent amounts paid in respect of paid commissions to PFSI for sales
of Salomon Smith Barney Class B mutual fund shares. Distribution costs receivable are amortized
over the same period as recovered. These costs are recovered over 72 or 96 months through various
fees charged to the mutual fund shareholders.

Concessions and Distribution Fee Income

The Company earns concessions from Salomon Smith Barney Investment Funds Inc. based on the
total of shares sold by PFSI. Additionally, distribution fees are earned from Salomon Smith Barney
Class B mutual funds based on the daily net asset value of shares sold by PFSI.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the statement of financial condition. Actual results could differ from those estimates.

Fair Value of Financial Instruments

Statement of Financial Accounting Standards (SFAS) No. 107, Disclosures About Fair Value of
Financial Instruments, defines the fair value of a financial instrument as the amount at which the
instrument could be exchanged in a current transaction between willing parties.

Cash and cash equivalents, common stock, accounts receivable, affiliate receivables, and accounts
payable and accrued expenses are reflected in the statement of financial condition at historical cost,
which management believes approximates fair value because of the short-term maturity of these
instruments.

Securities Owned

Securities owned are summarized as follows:

Estimated
fair value
Commercial paper $ 54,533,241
Common stock 96,900
$ 54,630,141

4 {Continued)
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» PFS DISTRIBUTORS, INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2001

Income Taxes

Deferred income taxes are recognized for the future tax consequences of temporary differences between
the financial statement carrying amounts and the tax bases of assets and liabilities.

The tax effects of temporary differences that give rise to the net deferred tax liability at December 31, 2001
are presented below:

Deferred tax assets:

Accrued expenses deductible when paid $ 15,695
Deferred tax liabilities:
Distribution costs receivable (19,167,571)
Other (249,260)
Total deferred tax liabilities (19,416,831)
Net deferred tax liability $ (19,401,136)

There was no deferred tax asset valuation allowance at December 31, 2001. In assessing the realizability of
deferred tax assets, management considers whether it is more likely than not that some portion or all of the
deferred tax assets will not be realized. Management considers the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making this assessment.
Management believes that it is more likely than not that the resuits of future operations will generate
sufficient taxable income to realize the deferred tax assets.

Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15¢3-1.
This regulation requires the maintenance of minimum “net capital” of the greater of $100,000 or 6-2/3% of
aggregate indebtedness. The regulation also requires that the ratio of “aggregate indebtedness” to “net
capital,” as those terms are defined, not exceed 15 to 1. At December 31, 2001, the Company had net
capital of $21,264,072, which was $19,046,658 in excess of its required net capital of $2,217,414. The
Company’s aggregate indebtedness to net capital ratio was 1.56 to 1.

Liabilities Subordinated to the Claims of General Creditors

At December 31, 2001, the Company had no liabilities that were subordinated to the claims of general
creditors.

Related Party Transactions

The Company shares certain facilities and personnel with affiliated companies and reimburses the affiliates
for its share of expenses. The Company also incurs certain shared general and administrative expenses
allocated by its affiliate, Primerica Life Insurance Company. Shared expenses include rent, management
salaries, computer services, printing, marketing, and distribution expenses.

5 (Continued)
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PFS DISTRIBUTORS, INC.
(A Wholly Owned Subsidiary of Primerica Finance Corporation)

Notes to Statement of Financial Condition

December 31, 2001

The Company has a selling agreement with PFSI, an indirect wholly owned subsidiary of Citigroup Inc., to .
share expenses incurred for marketing support. Under the agreement, the Company pays PFSI an amount
equal to 3.0% of commissions earned by PFSI through the sale of Salomon Smith Barney shares.

The Company advances amounts to PFSI’s registered representatives and amortizes these receivables as
commissions are earned by the agents over a ten-month period. Outstanding receivables from PFSI’s
agents at December 31, 2001 totaled $1,463,587. This amount is reflected as receivables from agents of
affiliates in the accompanying statement of financial condition.

The Company has a fee arrangement with Salomon Smith Barney to receive fee income based on the daily
net asset value on the total of shares sold by PFSI. As of December 31, 2001, the Company has a
receivable of $2,078,391 related to these fees. This amount is included in receivable from affiliates in the
accompanying statement of financial condition.

The Company owes PFSI $2,867,680 at December 31, 2001 for commissions the Company pays to PFSI
for sales of Salomon Smith Barney Class B mutual fund shares. This amount is included in accounts
payable — affiliates in the accompanying statement of financial condition.

The Company has an arrangement with PFSI in which it receives cash on behalf of PFSI relating to 12b-1
fees from various mutual fund companies. At December 31, 2001, the Company owes PFSI $942,558
relating to such amounts. This amount is included in accounts payable — affiliates in the accompanying
statement of financial condition.

The Company also has an arrangement in which it receives cash on behalf of Primerica Financial Services,
Inc. (PFS), an affiliate, relating to variable annuity bonuses and expense reimbursements from Travelers
Insurance Company. The Company, as of December 31, 2001, owes PFS $314,414 relating to such
amounts. This amount is included in accounts payable to affiliates in the accompanying statement of
financial condition.

Contingencies

The Company is subject to legal proceedings and claims which arise in the normal course of business.
While the outcome of these matters cannot be predicted with certainty, management does not believe the
outcome of any of these legal matters will have a material effect on the Company’s financial position.
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303 Peachtree Street, N.E.
Suite 2000
Atlanta, GA 30308

The Board of Directors
PFS Distributors, Inc.:

In planning and performing our audit of the statement of financial condition of PFS Distributors, Inc. (the
Company) as of December 31, 2001, we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our opinion
on the statement of financial condition and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the SEC), we made a study of
the practices and procedures followed by the Company including tests of such practices and procedures that we
considered relevant to the objectives stated in Rule 17a-5(g)(1), in making the periodic computations of
aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for determining compliance with the
exemptive provisions of Rule 15¢3-3. Because the Company does not carry security accounts for customers or
perform custodial functions relating to customer securities, we did not review the practices and procedures
followed by the Company in making the quarterly securities examinations, counts, verifications, and
comparisons, and the recordation of differences required by Rule 17a-13, or in complying with the requirements
for prompt payment for securities under Section 8 of Federal Reserve Regulation T of the Board of Governors of
the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control structure and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls and of the
practices and procedures referred to in the preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with reasonable, but not absolute, assurance
that assets for which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management’s authorization and recorded
properly to permit preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

.. .. KPMG LLP KPMG LLR a US. imited liability partnership, is
a member of KPMG International, a Swiss association,
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Because of inherent limitations in internal control or the practices and procedures referred to above, error or
fraud may occur and not be detected. Also, projection of any evaluation of the structure to future periods is
subject to the risk that procedures may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of the internal control would not necessarily disclose all matters in the internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal control
components does not reduce to a relatively low level the risk that error or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we noted no matters
involving the internal control, including control activities for safeguarding securities, that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second paragraph
of this report are considered by the SEC to be adequate for its purposes in accordance with the Securities
Exchange Act of 1934 and related regulations, and that practices and procedures that do not accomplish such
objectives in all material respects indicate a material inadequacy for such purposes. Based on this understanding
and on our study, we believe that the Company’s practices and procedures were adequate at December 31, 2001
to meet the SEC’s objectives.

This report is intended solely for the information and use of management, the SEC, and other regulatory agencies
which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers
and dealers, and is not intended to be and should not be used by anyone other than these specified parties.

@MG LCP

Atlanta, Georgia
February 15, 2002




